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	 1	 See	Harl,	 “The	Trap	 in	Liquidating	 an	S	Corporation	That	
Was	Formerly	a	C	Corporation,”	19	Agric. L. Dig. 81	(2008).	See	
generally	 7	Harl,	Agricultural Law	 §	 56.02[1][a]	 (2008);	Harl,	



























liquidation	of	a	corporation	shall	be	treated	as in full payment in 
exchange for the stock.”	[Emphasis	added.]		Note	that	the	language	
does	 not	 refer	 to	S	 corporation	 shareholders	 or	C	 corporation	
shareholders,	 but	 to	 “a	 shareholder.”11	Moreover,	 I.R.C.	 §	





	 However,	 with	 I.R.C.	 §	 331	 trumping	 the	 S	 corporation	
distribution	rules13	as	well	as	the	C	corporation	distribution	rules,14	
the	provisions	in	Section	331(a)	govern	S	corporation	liquidations.	



















liquidation19	 and	 a	 series	 of	 distributions	 short	 of	 a	 complete	
liquidation20	can	be	an	important	one.	
	 All	of	this	does	not	take	into	account	the	possibility	of	built-in	















as	 public	 assistance	 because	 the	 payment	 did	 not	 have	 a	 public	
assistance	purpose	but	was	intended	as	an	economic	stimulus.	The	
court	also	held	that	the	entire	payment	was	subject	to	bankruptcy	
estate	 administration	 because	 the	 payment	was	 not	 an	 advance	
payment	of	a	2008	tax	refund.		In re Wooldridge, 2008-2 U.S. Tax 
Cas. (CCH) ¶ 50,670 (Bankr. Idaho 2008).
